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Please state your name. 

My name is Paul R. Crumrine. 

Are you the same Paul Crumrine who previously submitted direct testimony in this 

proceeding? 

Yes, I am. 

What is the purpose of your rebuttal testimony? 

My rebuttal testimony has several purposes. First, I will summarize Commonwealth 

Edison Company’s (“ComEd”) response to the testimony submitted by the RES Coalition 

and some of the other intervenors. In particular, I will respond to claims that 

mischaracterize how the market value of the electric utility’s power and energy that it 

would have used to supply the requirements of customers who opt for delivery services is 

properly determined, as well as to testimony that persists in confusing this concept with 

various other costs that Retail Electric Suppliers (“RESs”) may incur in serving their 

supply customers. 

Second, I will respond to the notion that utilities have an incentive to propose 

market value index (“MVI”) methodologies that systematically understate the me market 

value. In fact, ComEd‘s intention and its incentive, which it shares with customers, is to 

determine market value as accurately as possible. By contrast, RESs have a strong 

motive for artificially inflating the MVI. 

Third, I will review adjustments to the MVI proposed by other parties that ComEd 

is willing either to accept or discuss. 
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Fourth, I will clarify several ComEd proposals that other parties are 

misinterpreting, and explain several additional reasons why other intervenor proposals 

should be rejected. 

Finally, I will address the suggestion made by the RES Coalition that the 

Commission rescind its decision in Docket No. 02-0479 under certain circumstances and 

their comments on the possibility of returning to the flawed Neutral Fact-Finder (“NFF”) 

process for divining market value. 

What other witnesses are presenting rebuttal testimony on behalf of ComEd? 

ComEd is also presenting the rebuttal testimony of Mr. William McNeil. He explains 

why the “unexplained residual” claimed by the RES Coalition does not in fact exist. In 

addition, ComEd is presenting the rebuttal testimony of Dr. Karl McDermott. Dr. 

McDermott addresses why the adjustments proposed by intervenors are wrong from an 

economic perspective. Finally, ComEd is presenting the testimony of Ms. Cheryl Beach 

of FTI Consulting. Ms. Beach conducted an initial analysis of the data and workpapers 

provided by Dr. Ulrich on behalf of the RES Coalition, the Retail Power Index (“RPI”) 

relied on by Mr. Sharfinan who testified on behalf of BOMA, and the claims of Dr. Grace 

from the Illinois Energy Consortium. She explains the flaws in the analyses presented by 

each of these witnesses. 

Are there any practical limitations on the scope of this testimony? 

Yes. In response to its proposal, ComEd received about 400 pages of testimony and 

attachments the week before Christmas. The filing omitted substantive appendices to the 
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Ulrich testimony, on the purported grounds that they were highly confidential, although 

they appear to have contained only aggregated data. Moreover, although ComEd asked 

in advance, the filing was not accompanied by the relevant workpapers. Given the RES 

Coalition’s position on confidentiality and the time constraints, ComEd was forced to 

retain an expert to review what data were available under a confidentiality designation. 

In addition, ComEd was unable to obtain timely and complete responses to other 

important data requests. Thus, while I view ComEd’s response as comprehensive, 

ComEd, of necessity, has not responded in testimony to every argument made by our 

opponents. The fact that there is no response to a particular argument or statement does 

not mean that ComEd agrees with or accepts it. 

I. 

OVERVIEW OF RESPONSE TO PROPOSALS FOR ADDERS 

Please summarize ComEd’s overall response to the proposals by the RES Coalition, 

BOMA, and Trizec to significantly increase calculated market values through the 

use of additional adders. 

The requests for these adders are simply grabs for subsidies, efforts to obtain an MVI that 

is not based on the real value of the power and energy that would have been used by 

utility customers, but is instead based on a number that assures the RESs of increased 

profits, regardless of their ability to compete against real market prices and non-price 

attributes via flowing power or PPO assignment. The artificial, unsupported increases in 

the MVI proposed by the RES Coalition would likely harm competition. The 

Commission should not accept suggestions for adders, which as I explain further below, 
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are inconsistent with the Act, inadequately supported, and detrimental to bath customers 

and utilities. 

I emphasize that the MVI methodology, with the changes proposed by CornEd is 

reasonable and consistent with the Illinois Public Utilities Act (the “Act”), and with the 

Commission’s prior orders. Just over a year ago, the Commission accepted the basic 

MVI methodology, concluding that it measured the appropriate market value as well as 

then possible. Contrary to the statements made by RES Coalition witnesses O’Connor 

and Gale, the Commission did not fmd that the MVI methodology it approved was 

inherently or significantly flawed. Rather, it rejected various adjustments proposed by 

the RE% in that proceeding as unsupported by adequate evidence (the evidence was 

inadequate despite the fact that the Commission at the request of NewEnergy reopened 

the proceeding to give those parties seeking modifications an additional chance to support 

their claims). Recognizing the newness of the methodology and the ongoing change in 

energy markets, the Commission called for this follow-on proceeding to evaluate how the 

MVI methodology was functioning and to consider possible improvements. It should 

also be recognized that this proceeding is progressing on a track faster than was originally 

contemplated by the Commission. The sunset date for the tariff is May 2004, while this 

proceeding is scheduled in a manner that any improvements may be implemented prior to 

this coming summer rather than waiting until summer 2004. 

ComEd, in its October 1,2002 filing, identified various improvements that are 

consistent with the original purpose of the MVI methodology and that incorporate new 

data that have become available. In order to respond to concerns raised by various 

customer groups and RESs, ComEd even proposed two changes in its tariffs that it could 
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not be ordered to make under the Act. That is, although the Act only requires ComEd to 

calculate individual CTCs for customers of 3 MW and above, ComEd proposed to do so 

for all customers with loads of 1 MW or above. Also, although the Act does not require 

ComEd to offer a multi-year CTC, ComEd proposed to offer such an option in its Rider 

CTC-MY. ComEd has demonstrated with its proposals its willingness to improve its 

methodology and to work with others to identie appropriate adjustments and tariff 

amendments. 

The RES Coalition, however, urges the Commission to radically depart from past 

methodologies and normal standards of rigor, and layer onto the values derived from 

actual market prices a plethora of “adjustments” that would innate the load weighted 

MVECs for the current Period A by some 52 to 62% -or by roughly 60% for customers 

with demands between 400 kW and 10 MW.’ The magniade of this inflation would 

swamp most real variations in market price. Moreover, the specific adjustments proposed 

by the RE%, like the RES proposals in the last MVI proceeding, are inadequately 

supported by either a coherent theory or factual evidence. Several of the proposed 

adjustments include costs (real and alleged) that are already reflected in and credited 

through delivery services rates, as well as alleged RES costs that are unrelated to the 

value to the utility of the power and energy freed up when customers leave ComEd. In 

’ The effects of the RES Coalition’s proposed 15-mil adder, when expressed as a percentage 
increase, can become confusing because the magnitude of such increases depends upon the 
specific MVECs to which the 15 mils is being compared. In an effort to avoid confusion and 
simplify the testimony, ComEd will (1) note its use of only current (2002) Period A MVECs as 
the basis for comparison and (2) from this point forward, simply refer to the nearly 60% increase 
that would result if 15 mils were applied to the load-weighted MVECs for customers with 
demands between 400 kW and 10 MW. Note that the customers within this demand range 
represent a very competitive segment of the market, which should place the percentage impact 
into better perspective. 
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fact, about half of the proposed inflation is for “costs” that the RESs cannot even identi@, 

but ask the Commission to simply infer exist. Several other parties closely aligned with 

the RESs also support some of these adjustments, but even their testimony (which is also 

unsupported) does not request an adder of the same magnitude. Their argument stems 

from the erroneom assumption that market value is to be designed to reflect RESs’ costs 

of serving retail customers. Not only are these proposals unjustified on their own terms, 

but together, their sheer magnitude belies their validity: just back in mid-2001, the 

Commission approved an MVI methodology that addressed almost every issue now 

before the Commission. There is simply no basis for believing that the MVI 

methodology approved by the Commission was as fundamentally flawed as these parties 

claim. 

11. 

RESPONSE TO ADJUSTMENTS 

Please provide an overview of the testimony fded by the RES Coalition. 

As I noted earlier, the RES Coalition seeks to inflate the market value by a much greater 

amount than ever proposed before or proposed by anyone else in this proceeding. 

Through several panels, the RES Coalition argues that a panoply of “costs,” many of 

which do not relate to the value of the freed up power and energy, should be layered on 

the actual market price data. Collectively, it is a spaghetti bowl of adders - that includes 

costs already in the delivery rates and costs that are assumed to exist although their 

components cannot even be identified - thrown against the wall in the hopes that, despite 

the overall mess, something will stick. The proposals are poorly supported and 
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internally inconsistent. Indeed, at the bottom line, the RESs’ own numbers do not add 

UP. 

The RES Coalition supports its position, in part, with the in terrorem notion that 

the competitive market in Illinois is poised for disaster if their demands are not met. This 

is simply not supported by the facts. Since the opening of the retail market, the number 

of customers selecting unbundled products has grown steadily, to significant proportion. 

Over 40% of all kilowatt-hours sold at retail to non-residential customers in CornEd’s 

service area involve delivery services. RESs in CornEd’s service territory are now 

supplying the equivalent of 85% of the load of Illinois Power. Illinois alone accounts for 

some one-sixth of the unbundled retail load in the nation. And, new ARES are seeking to 

enter the Illinois market, with another approved by the Commission as recently as 

December 30th. 

The notion that this all happened - as Mr. Gale and Dr. O’Connor suggest - 

because of “market intervention” and the good luck of market price swings is equally 

unfounded. The RESs should be reminded that there were no “interventions” in 1999 and 

that the “intervention” in 2000 was nothing but an offer to sell power and energy at 

wholesale at the same price as RESs could take assigned power and energy under the 

PPO. In addition the 2002 “intervention” was, as explained below, of a far smaller 

magnitude than the proposed adders. 

I will review many of the flaws in the RES Coalition’s analyses, first by 

reviewing each of the testimonies filed and then addressing specific issues. 
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Please review the testimony of RES Coalition panel Brent Gale and Phillip 

O’Coonor. 

MI. Gale and Dr. O’Connor provide an overview of the various pieces of testimony filed 

by the RES Coalition. In sum and contrary to the language in the Act, they want the MVI 

to reflect the ‘’true cost of serving retail customers” as the RESs perceive those costs, not 

the value of the power and energy that would have been used by the utility to supply the 

customers had they not taken RES supply. In doing so, they are boldly asking the 

Commission to directly subsidize their businesses at the expense of ComEd and 

customers. 

Mr. Gale and Dr. O’Connor point to the unprecedented drop in market prices 

from early 2001 to early 2002. During that time period, the market price for electricity 

dropped precipitously, by nearly 50% for some products. They look for the largest 

difference between the actual market price and the MVECs set for June 2001 to May 

2002 and determine from that difference that the MVI methodology is somehow 

“incorrect” by an amazing 15 mils per kWh (1.5 cents). This statement cannot stand up 

to even simple scrutiny. The current MVEC for the 1-3 MW customer class is 

approximately 25 mils (2.5 cents). Thus, the RESs claim that the current methodology is 

off by an astounding 60Y0 error! If the methodology were off by that much on a 

consistent basis, there is no way that ComEd would have experienced nearly 22,000 

customers on delivery service, with over 12,500 customers and over 14.8 billion k W h  of 

direct supply by the RESs. (By comparison, Illinois Power’s system encompasses 

18.9 billion kWh.) 
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Taking the 15 mil adder as a starting point, h4r. Gale and Dr. O’Connor then 

attempt to backfill support for the request with a laundry-list of “technical 

modifications.” These include the following: 

1. Cost of generation capacity and reserves (no value given) 

2. Revised basis adjustment for Cinergy vs. ComEd (0.88 mil estimate) 

3. Placeholder for future PJM costs (no value given) 

4. Adjustment for the “cost” of energy imbalance (no annual value given) 

5. Adjustment for the “cost” of odd lot premiums (0.55 mil estimate) 

6. The coincidence of peak demand and peak prices (no value given) 

7. Modification of sales & marketing cost allocation (0.26 mil estimate) 

However, even apart &om individual analytical, legal, and evidentiary flaws in these 

proposed “adjustments” which both Mr. McNeil and I discuss, and the lack of even 

ballpark estimates for many of them, the effort is not successful on its face. While the 

RES Coalition claims to have accounted for 7 mils of the 15 mils they have identified, 

their identified adjustments do not add up to this 7 mil value. Of course, on top of that 7 

mils, the panel asks the Commission to provide their companies an additional 8 mil 

subsidy, described as an ‘’unexplained residual.” I discuss the lack of support for their 

“residual” further below. 

The RES Coalition does support ComEd’s effort to provide a multi-year CTC 

lock-in in the Company’s proposed Rider CTC-MY. However, Mr. Gale and Dr. 
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O’Connor also ask for an additional adder for customers that select a multi-year CTC 

lock-in. They ask for an additional 1.4 mil adder for each year that the customer would 

stay off ComEd service. Thus, a two-year commitment would get a 2.8 mil adder and a 

three-year commitment would receive a 4.2 mil adder. This adder would be cumulative 

and on top of the 15 mil adder they already request. Not surprisingly, they provide 

absolutely 

simply thrown “against the wall.” 

analytical support for either the 2.8 mil or 4.2 mil multi-year adder. It is 

Please summarize the testimony of Dr. Marc L. Ulrich. 

Dr. Ulrich presents what he calls an “objective” calculation of two “would have been” 

MVECs using “confidential” contract information provided by RES coalition members - 

one calculation using an “MVI like” methodology and one using an ‘WF-l ie”  

methodology. Dr. Ulrich’s testimony, however, merely describes his data, much of the 

substance of which he did not release. The Bollinger, Goens and Spilky panel, rather 

than Dr. Ulrich, “interpret” the results. It is noteworthy that the data does not identify the 

nature of the contracts, or their timing, and does not include the range of contracts that 

would be reviewed by a neutral fact-fmder. In particular, Dr. Ulrich excluded wholesale 

contracts, which are included in any analysis performed by a neutral fact-finder, claiming 

that “the RES Coalition did not have access to wholesale contracts” (ULrich line 112). 1 

find this statement strange, since the RESs procure their power through wholesale 

contracts and their claim regarding the costs of such contracts underlie many of their 

other proposed adjustments. 
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242 Q. 

243 Thomas Leigh. 

Please summarize the panel testimony of Mario Bohorquez, Rodney Boyle, & 

Dr. Ulrich also excluded from the NFF study about 80% of the contracts that were 

in effect as of May 3 1, 2002. Even fewer contracts were used in the “MVI study”. 

Presumably, this was due to the parameters the RES Coalition imposed on the study, 

which are questionable. For example, it is unclear why contracts extending through the 

applicable period (i.e., beyond May 15,2002) were excluded firom the RESs’ NFF study 

based on when they were entered (i.e., before September 15,2001). Moreover, we 

cannot verify whether all of the customer contracts meeting even the RES Coalition’s 

narrow study parameters were submitted and considered by Mr. Ulrich. It is common 

knowledge that customers have been entering into RES contracts for power and energy at 

above-market prices for some time. Evidence for this common knowledge is that if 

customers were not entering into such contracts, then their current CTC would be roughly 

in sync with the price of their RES-suuulied uower and energy and we would not have 

heard of RES customers paying more than bundled rates (please see the legislative 

inquiry for details). In fact, one customer (a large hotel downtown) publicly stated that 

he entered into a 

receiving savings for one month (May 2002) and paying more for the months thereafter. 

Perhaps this is why the RES did not show us power and energy contracts they entered 

into just prior to April 1,2002 that reflect “similar fonvard market prices” (Spiky line 

829) to the current Period A market index - not their own “sales” contracts (see Ulrich 

contract in the late suring of 2002 that resulted in that customer 

page 4). 
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The testimony of the Bohorquez panel suggests that ComEd's MVI formula needs to 

recognize the cost of generation capacity to represent costs that may be imposed by PJM, 

even though those costs, if any, do not occur until at least early 2004. They do not 

recommend a specific value, or a methodology. I address a portion of this issue below, 

and Mr. McNeil also address this issue in part. 

The Bohorquez panel also asserts there are problem with off-peak wrap prices in 

the proposed MVI methodology and suggest monitoring the depth of data and 

establishing values through a competitive auction if data are inadequate. In addition, they 

suggest a modification of the basis adjustment because they believe that the ComEd basis 

adjustment does not adequately reflect liquidity risk differences between Cinergy and 

ComEd. They propose an adder of 0.88 mils. Mr. McNeil explains why this adder is 

without merit. 

Finally, they express concerns that ComEd failed to address the need to make 

further adjustments to the MVI methodology once it becomes an active member of PJM. 

They recommend that a "placeholder" for PJWMISO costs be incorporated into the 

appropriate tariffs. Their recommendation does not explicitly distinguish between 

deliveIy services, ie., transmission costs and costs that they claim reflect increase energy 

values. Moreover, they do not make clear whether by a "placeholder" they mean a 

numerical adjustment unrelated to any current costs or simply a statement that any future 

PJM costs will be considered when and if they are imposed. Mr. McNeil responds to this 

issue. 
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Please respond to the panel testimony of Wayne Bollinger, Keith Goerss & Richard 

spiky. 

The testimony of the Bollinger panel attempts to support the “technical modifications” 

associated with: 

1. energy imbalance risk management (no annual value given) 

2. costs associated with purchasing odd lots (0.55 mil estimate) 

3. the coincidence of peak demand and peak prices (no value given) 

4. the allocation of sales and marketing expenses (0.26 mil estimate) 

Mr. McNeil will respond to much of their argument. I will address a portion of 

their claims concerning energy imbalance, which confuse delivery and energy costs, 

confuse RES costs with energy value, misinterpret ComEd’s retail imbalance service and 

charges, and misunderstand ComEd’s state-jurisdictional rates with respect to those 

charges. 

In addition, the Bollinger panel uses the results of Dr. Ulrich’s analysis to assert 

that the MVI methodology does not capture the actual cost or value of energy delivered 

to retail customers. They also recommend lowering the threshold for custom CTCs to 

400 kW and setting the MVECs and PPO prices on a quarterly basis, rather than on the 

current Period A & B process. Finally, they oppose many of CornEd’s proposed 

refinements to the PPO, including the proposal to move the price set-up to February 1‘‘ 

and restrict PPO enrollment for Period A after the 60-day enrollment period. 

The RES Coalition’s Gale panel (see, e.g., at 3-4, ZO), as well as BOMA witness 

Sharfman (at 3-4,10,12-13), and IEC witness Grace (at lo), contend that ComEd’s 
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MVI methodology is harming competition by producing CTCs that are too high and 

Rider PPO prices that are too low. Do you agree with these contentions? 

No, I do not. The theme underlying these contentions -that competition is being 

undermined - is based on a fundamental misunderstanding of Illinois’ approach to 

competition. That approach is not one of promoting competition at all costs. Rather, 

Illinois has been following a more balanced approach, which provides for an orderly 

transition to competition during which utilities are able to recover CTCs. This approach 

is consistent with the legislative findings in the Act, which encourage the development 

“of an effectively competitive electricity market that operates efficiently and is equitable 

to all consumers,” 220 ILCS 5/16-IOIA(d), and of a market where suppliers compete by 

developing “new products and services,” and by keeping their costs low, 220 ILCS 5116- 

101A(b). CTCs and a properly-priced Rider PPO help promote this type of competition - 

namely, competition where new entrants are encouraged to keep their costs low and 

compete by developing new service offerings. 

A. 

Q. 

A. 

Has Illinois’ orderly transition, using CTCs, in fact harmed competition? 

No, it has not. Competition has grown in Illinois, while utilities have collected CTCs. In 

fact, as noted above, approximately one-sixth of all switching from bundled service to 

delivcry services nationwide has o c w e d  in Illinois. Moreover, most of that switching 

has occurred in ComEd’s service territory, even though ComEd has the highest CTC of 

Illinois utilities. 
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Please comment on their claims (Gale Panel 27-28) that the number of accounts on 

RES supply dropped by 274 and the number of accounts on Rider PPO supply 

increased by 308 during the months of September and October 2002. 

A 274 customer reduction is actually quite small. It represented only approximately 2% 

of RES customers during the period, focused primarily in the small, less than 400 

kilowatts of demand customer classes (who constituted 252 of the customers who 

dropped off RES supply), and stemmed in large part from the business decision of a 

single RES. This minor change occurring at a single point in time indicates little of the 

overall development of the competitive market in CamEd‘s service territory. 

The Gale panel suggests (at 3,7) that the Commission should 8dopt the RES 

Codtiou’s propomah in the name of promoting competltlon, and repeatedly 

compl8in!j (see, eg., at 20,30), aa do Mr. Shufman (at 4,a) and Dr. Grace (at 9, 

about the dif6cultles of competition. Please comment 

The Act does not envision competition as being easy. Nor does it sanction artificially 

inflating market value to suppor3 a vaguely defined concept of “promoting competition.” 

Rather, the focus is on &ording an opportunity to have efficient and effective 

competition. As noted above, such oppormnity clearly is available. 

Thus, under Illinois’ approach to competition, suppliers are expected to compete 

on the commodity, and to compete. by bringing value to the customer in other ways. 

Competitors arc expected to manage their own supply, and their supply portfolio 

management, therefore, is thek own issue. As ComEd witness William McNeil describes 

in more detail in his rebuttal testimony, some of the risk8 that the RESs have identified - 
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including energy imbalance and peak prices during periods of peak demand (Spiky panel 

at 6) - arise from these competitors’ own particular supply portfolios and portfolio 

management decisions, such as their decisions not to purchase a shaped product to supply 

their load or not to update load forecasts as allowed by ComEd. 

Moreover, RESs actually have certain advantages already. For instance, they 

have pricing flexibility, which allows them to compete more effectively than ComEd. 

Furthermore, the CTC formula already contains an advantage (or “headroom”) for 

competitive suppliers - namely, the mitigation factor - and this advantage is growing 

over time, as the Act provides for increases in the mitigation factor over time. In fact, the 

mitigation factor for non-residential customers just increased from 8% to 10% on January 

1, and will increase further to 11% and 12% in 2005 and 2006, respectively. In contrast, 

nothing suggests that the market value is supposed to be -or even can be -yet an 

additional source of headroom for RESs. 

Q. The Gale panel also challenges ComEd’s MM methodology by suggesting (at 16,19) 

that the Company is simply using “raw” and “plain vanilla” wholesale data for 

computing the market value. Are these suggestions correct? 

No, they are not. ComEd uses available data to model the value of the freed up retail 

supply. Where monthly block prices are used as starting points, they are appropriately 

adjusted. Adjustments include a “basis adjustment,’’ which reflects the relatively minor 

differences between prices for delivery at the Into Cinergy hub and the prices for delivery 

in ComEd’s service territory. In addition, each monthly price is shaped further into 

distinct hourly prices, which are then weighted with actual hourly retail customer loads. 

A. 
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In addition, the MVI methodology adjusts for price and load uncertainties, which can 

arise from unexpected variations in weather, customer usage, supply availability, and 

operational contingencies. Prices are adjusted still M e r  for transmission and 

distribution line losses experienced in delivering power to the customer’s meter. On top 

of all of the foregoing, prices are load-weighted to reflect the customer’s or customer 

classes’ seasonal pattern. 

In sum, the MVI methodology, with the changes proposed by ComEd (and any 

agreed to with Staff), captures the full market value of the actual, retail load being freed 

up. Such value is not based on some wholesale block or ‘Ti sale,’’ even if that exceeds 

what is actually recovered from ComEd. As a result, contrary to the Gale panel’s 

repeated claims (at 4,25,29), ComEd’s proposed methodology is not in any way 

deficient. 

The Gale panel contends (at 6) that the RES Coalition’s proposals would cover 7 of 

the 15 mils by which the Coalition claims that MVECs are underpriced, leaving 8 

mils of so-called “residual” to be reflected through an &mil adder. Is there any 

support for such an %mil adder? 

No, there is no support for such an arbitrary 8-mil “residual.” It is based solely on the 

Gale panel’s claims (at 25-26) that switching accelerated when the gap between market 

values and MVECs was 15 mils in September 2001, not on any showing that direct 

customer supply is unprofitable for RESs or such a gap was necessary. 

Does the Gale Panel’s claim (at 25-26) about accelerated switching in September 

2001 suggest that ComEd’s MVI is flawed? 
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A No, it does not. The Gale panel testimony merely highlights that: (1) MVECs represent 

snapshots of market price expectations at a given point in time, which in ComEd’s case is 

during a 20-day period; (2) after the MVEC snapshot is taken under ComEd’s (or any 

other utility’s) MVI methodology, the prevailing market prices may float down or up; and 

(3) the unprecedented decline in prevailing market values during 2001 relative to the 

applicable MVECs, coupled with the availability of PPO, influenced RESs’ decisions to 

use market resources or Rider PPO to supply their customers, as Mr. McNeil has 

explained. That is, the experience in 2001 merely demonstrated that there is a stronger 

economic incentive for RESs to obtain supply from the market instead of via the PPO 

when power is available at prices significantly below the applicable MVECs. 

In fact, the historical review of competitive conditions and switching performed 

by the Gale panel (at 22-28) demonstrates how market prices have floated both down and 

up after the MVECs were set and how the RESs have responded to such changes. All the 

Gale panel has done is point to one of the highest gaps between hWECs and subsequent 

market prices. That pointing, however, lends no support to their incredible notion that 

the MVI methodology was at least 60% (or 33% by their measure) off target. It simply 

shows that market prices dropped dramatically and RESs received an unanticipated 

benefit. Moreover, CTCs were lower than they would have been had the lower prices 

that subsequently materialized been used. Although this could be viewed as a detriment 

to the utility, it does not show that the 2001 Period A h4VECs were in any way flawed 

when the snapshot was taken. Nor does it show that there are insufficient economic 

incentives under the MVI methodology for RESs to supply customers directly, 

particularly if supplies are lined up by RESs during the snapshot period. 
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Do actual data show that a 15-mil adder is needed to have customer switching? 

No, they do not. In fact, the evidence shows that 15 mils is by no means necessary to 

encourage RESs to rely solely on market supplies, instead of Rider PPO, for supply. 

Significant switching took place during the months afkr the 2001 Period A MVECs were 

set, even though the gap between MVECs and prevailing market prices was considerably 

less than 15 mils. 

For instance, during May 2001 alone, RESs added 1,273 customers and over 

2,200 gigawatthours of annual sales to their supply rolls. By May 3 1,2001, RESs had 

taken supply responsibility for over 4,100 customers, representing 15% of all non- 

residential annual sales in the ComEd system (over 9,000 gigawatthours). This is a 

considerable supply responsibility to accept without hope of a reasonable profit margin. 

Hence, the gap that developed between the 2001 Period A MVECs and the prevailing 

market prices just made an already profitable activity more profitable for RESs. When 

coupled with the fact that there were also nearly 300,000 more non-residential customers 

eligible for delivery service as of January 1,2001, it is no wonder that the RES supply 

activity began to take off during this time period in 2001. 

Moreover, throughout the long descent in wholesale market prices, which began 

around mid- to late-May 2001, such prices fluctuated significantly from day to day, and 

month to month, at times narrowing the gap between MVECs and market prices to 

considerably less than the 15-mils peak experienced in September 2001. Nevertheless, 

from May 3 1 through September 2001, almost 1,OOO customers and over a 1,000 

gigawatthours in annual sales were added to the RES supply rolls. 
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More generally, does any static adder, 8 mils or otherwise, make sense in a dynamic 

No, it does not. Given that MVECs, by definition, are static once set, market prices 

naturally will fluctuate around them. In fact, the RES Coalition’s own testimony makes 

clear that such fluctuations can bring prices down far enough even to please them, 

without any sort of adder. Indeed, the bulk of the RES Coalition’s argument for the adder 

Furthermore, the Gale panel itself makes clear (at 27) that 15 mils are not 

necessary. While claiming that the confidential offer made by Exelon Generation (not 

ComEd) to RESs in 2002 was ‘‘well short of curing the full deficiency” in the MVECs, 

they readily note that it “did permit RES to avoid shifting large numbers of customers to 

the PPO and allowed for many scheduled deals to go forward.” As disclosed by Trizec 

witness Turner (at 5) ,  the offer Exelon Generation extended to RESs in response to the 

increase in market prices after 2002 Period A MVECs were released effectively added 5 

mils to the MVECs. Depending on the market prices prevailing at the time RESs 

accepted Exelon Generation’s offer, I suspect much, but not all, of the 5-mil offer was 

offset by the fluctuation in market prices, leaving probably around 2 mils of additional 

value for RESs. Aside from the obvious fact that the 5 mils extended to RESs was 

considerably less than the 15 mils they are currently seeking - and much of this 5 mils 

was offset by market price fluctuations - it should also be noted that the application of 

CornEd’s technical improvements to the MVI back in April of 2002 would have cured 

most, if not all, of the RESs’ perceived deficiency by adding 2.5 mils to the value of 

MVECs. 
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is predicated upon the level of switching that occurred in the presence of a 15-mil gap 

between MVECs and prevailing market prices - again, without an adder. Because 

market values can be expected to fall relative to the MVECs again in future years, there is 

no logical reason for any static adder. 

RES Coalition witnesses Mario Bohorquez, Rodney Boyle, and Thomas Leigh (the 

“Bohorquez panel”) assert (at 4-5, 7-10) that CornEd’s proposed MVI methodology 

needs to be revised to reflect capacity costs, and, as noted above, the Gale panel 

asserts (at 17-18) that ComEd’s MVI methodology does not adequately reflect 

power costs, as required under the Act. Are these assertions correct? 

No, these assertions are incorrect for a number of reasons. First, capacity costs already 

are sufficiently reflected in the current MVI methodology. As Mr. McNeil explained in 

his direct testimony and Mr. Stephens of IIEC reiterated, the primary market data that 

ComEd uses with its MVI methodology is based on a finn delivery product, which 

involves a contract in which the seller guarantees delivery through a liquidated damages 

clause. Because the liquidated damages involved are too significant to run the risk of 

incurring them, the seller must either own assets or have contractual rights to capacity to 

provide the product. That is, the seller has to have capacity. As a result, the cost of 

capacity already is part of the price for the fm delivery product, and thus CornEd’s MVI 

methodology need not -and should not -be adjusted. 

Second, as the Bohorquez panel even recognizes (at 7-8), RESs are not required 

to procure capacity to serve retail customers in CornEd’s service temtory. CornEd, as a 

transmission provider, does not require suppliers to identify specific resources to obtain 
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firm transmission reservations. Rather, ComEd accepts liquidated damages contracts for 

this purpose. As a result, RESs do not need to incur separate or additional capacity costs 

to flow power through ComEd’s control area. 

Third, because of ComEd’s “provider-of-last-resort” (“POLR) obligations, most 

customers who leave bundled service for delivery services can rem to bundled service 

or PPO. The Commission’s recent order in Docket No. 02-0479 addressed this POLR 

issue, but only for customers with more than three megawatts of demand. Thus, ComEd 

still has to maintain capacity for all of its other customers who leave bundled service, as 

such customers may return and ComEd will be obliged to provide power and energy to 

them. Given that market value measures freed-up power and energy, it would be 

improper to inflate that value for capacity costs that have not been fieed-up. 

What would be the effect on the CTC of making an additional adjustment to include 

capacity costs in the market value? 

Because market value already includes capacity costs, adding such costs again would 

produce an illegitimate double-credit against the CTC. 

Does ComEd’s position on capacity costs put the Company at odds with Illinois 

Power and Ameren - the two other utilities participating in this consolidated 

proceediog - which have each suggested additions to market value for capacity 

costs? 

No, ComEd’s position is not at odds in this respect with either Illinois Power’s or 

Ameren’s position. This is because unlike those two other utilities, ComEd accepts 
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liquidated-damages contracts including capacity, and thus does not have a separate 

capacity cost. Illinois Power and Ameren, on the other hand, apparently do have such a 

separate cost, and therefore are in fundamentally different positions. 

The Spiky panel (at 12) claims that even wbere tbere are imbalance credits, io most 

cases, they are exceeded by delivery charges paid by the RES. Do you agree? 

No, I do not. Whether the credit paid by ComEd to the RES is greater or less depends 

entirely on whether the price that the supplier paid for the excess energy is greater or less 

than the spot market prices on whxh the imbalance costs are based. Sometimes the spot 

market pnce will exceed what the supplier paid, and other times it will not. In essence, 

what the Spilky panel has done here is describe two of four possible cases. The two that 

they have identified are (1) oversupply with energy purchased above the spot market 

prices, and (2) undersupply with energy purchased below the spot market prices. But 

there are two other possible cases, which are the reverse of the two -namely, (3) 

oversupply with energy purchased below the spot market prices, and (4) undersupply 

with energy purchased above the spot market price. In the first two cases, the RES may 

(if it does not otherwise mitigate its exposure) come out behind; but in the third and 

fourth cases, the RES comes out ahead. 

Presumably, the Spilky panel has only pointed out the first two possibilities - the 

ones where RESs can come out behind - to try to justify an imbalance adder. Yet there is 

no such justification, as logic dictates that the third and fourth cases are at least as likely 

and, therefore, the cases should balance out. Indeed, the RES should be able to do better 

than even, since they are at least to some degree in control of their imbalance exposure 
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while ComEd certainly cannot change anything, given that it has to pay spot market 

prices. Thus, if there is any tilting one way or the other, that tilt is most influenced by the 

RES, which manages its own supply portfolio and its own schedules. Given that the RES 

is a profit-oriented entity, it would be expected to manage that portfolio so that the error 

would tend toward cases (3) and (4) above. As long as the RES were scheduling in good 

faith, ComEd could do little about such activities. 

The Spilky panel further contends (at 12-13) that ComEd’s adjustments for 

imbalance adders and discounts would be made using ‘actual historical data,” 

which would not “capture the cost associated with the risk that future charges could 

be greater than those previously incurred.“ Does this contention justify a premium 

for imbalance? 

No, it does not. While ComEd does use actual historical data, it rolls the actual costs 

forward every year. Thus, the future charges are then in fact captured. Moreover, the 

future charges may actually be less than the actual historica1 ones. In fact, one would 

expect that the chances of the charges being greater or less to be even. Given that there is 

an even chance of the future charges being less, there is no justification for a premium on 

the relative value of the hture charges (to previous ones), either. 

Wbat effect would including an additional adjustment for imbalance have on 

CTCs? 

An additional adjustment for imbalance would result in double-counting of credits 

against the CTC. This is because, as noted above, adders or discounts already are part of 
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Q. 
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the delivery service charge, and costs related to procuring and managing supply already 

are captured in market value. Thus, any additional adjustment for energy imbalance 

should be rejected. 

Do you have any comments on the Spilky panel’s specific suggestion (at 9-10) of 

basing an imbalance adjustment on the 0-25 kilowatt demand class? 

Yes. First, for all of the reasons listed above and in the testimony of Mr. McNeil, the 

proposed adjustment is improper and should be rejected. In addition, there is no apparent 

justification for using the 0-25 kilowatt class as a proxy for all customer classes. 

More generally, the Gale panel contends (at 4-5,34) that the Commission’s last MVI 

order found ComEd’s MVI methodology deficient. Is that correct? 

No, it is not. The Commission’s last MVI Order did not find ComEd’s MVI 

methodology deficient. In fact, it approved that methodology for determining the retail 

value of the freed-up electricity. As I discussed in my direct testimony, the Commission 

did recognize that the ability to set market value might improve over time, as better data 

became available and as market participants gained experience, and therefore provided 

for re-examination of the process via the filing of new MVI tariffs in 2002 (the tariffs at 

issue in this proceeding), and requested that interested parties participate in workshops to 

discuss potential amendments to the tariffs. These efforts on behalf of the Commission 

were in recognition of the evolving nature of the MVI, particularly given its relative 

newness and the continuing accumulation of data. Such efforts were not, however, in any 

way tantamount to a fmding of deficiency. 
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Q. The Spiky panel suggests (at 49-52) that ComEd’s Rider PPO is intended to be an 

option for RESs to arbitrage against the market Do you agree with this suggestion? 

No, I do not. Contrary to the Spilky panel’s implication, Rider PPO is meant to be an 

option for customers to take delivery services with a tariffed supply service. Rider PPO 

is not meant, however, to be a mechanism for RESs to game the system. Unfortunately, 

as both my colleague Mr. McNeil and I pointed out in our direct testimony, such gaming 

has been occurring, and thus ComEd’s suggested structural changes to Rider PPO are 

appropriate for reining in such gaming and helping ensure proper use of the Rider PPO. 

A. 

The Spilky panel is quite coy about RES gaming. They do make a few statements 

about it (at 51-52) - such as observing that there are certain limitations on switching on 

and off Rider PPO, saying that they are “unclear” about the definition of gaming, noting 

that they have not been supplied with a specific set of examples, and claiming that it 

would be “quite risky” for them to buy supply and then sell it at a profit after moving 

customers onto Rider PPO. But the Spilky panel does not deny the practice -under any 

sense of the term. In fact, their subsequent reference (at 52) to Section 16-1 10(b) of the 

Act (noting customers’ ability to sell or assign their interests in power or energy 

purchased under the PPO) suggests that the Spilky panel actually appears to be endorsing 

gaming. 

Q. Please respond to the adjustments to the MVI methodology proposed by the 

Building Owners and Managers Association of Chicago. 
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The Building Owners and Managers Association of Chicago (“BOMA”) presented the 

testimony of Guy Sharfman. Mr. Sharfinan argues that ComEd’s proposed methodology 

results in values that are “too low” and do not represent the price to serve retail load. He 

suggests that the market value should reflect what he calls the “true” costs of serving 

retail customers. Mr. Sharfman bases these claims on an attempt to analyze and apply to 

Illinois the ‘‘spread‘‘ available in other open access states between regulated prices and 

what a competitive supplier offers. His analysis is flawed for many reasons. 

First, his analysis provides absolutely no data as to the value to ComEd - or any 

other Illinois utility - of power and energy that they would have had to provide, nor does 

he analyze prices that RESs are actually offering in ComEd’s service territory. Further, 

Mr. Sharhan argues that all of the costs that a RES incurs to provide retail service to 

customers should be included in the detennination of MVECs. He states that the MVEC 

should be increased to reflect what he calls “retail uplifts,” including the RESs’ own 

profit margin. Mr. Sharhan does not explain how this squares with Illinois law or its 

transitional structure. Moreover, Mr. Sharfman does not provide a value for these 

“uplifts,” nor does he give a specific list of those ‘’uplifts” that he considers appropriate. 

Lacking real data, he boldly suggests that the RESs just estimate these ‘‘retail uplifts” and 

that the Commission require utilities to use these unilateral estimates. This is clearly an 

invitation to mischief, for the RESs to artificially inflate the MVECs and pad their profits 

at the expense of both ComEd and customers. 

Mr. SharJkan’s analysis is also replete with irrelevant comparisons. He looks at 

the spread between retail bundled rates and competitive supplier charges in a way that 

does not account for significant difference in the applicable state’s restructuring 
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Please respond to the adjustment to the MVI methodology proposed by Trizec 

Trizec Properties Inc. filed the testimony of Roger W. Turner. Mr. Turner supports the 

technical improvements that CornEd has made to the determination of MVECs that result 

in the increase of estimated MVECs by about 2.5 mils. However, he argues that ComEd 

should also be required to layer on an additional adder of about 5.5 mils (for a total of 8 

provisions. None of the utilities in the comparison has the equivalent of CornEd’s PPO. 

Yet Mr. Sharfman’s analysis implicitly equates CornEd’s PPO to their bundled retail 

rates. At a minimum, one should add the over eight mils of mitigation factor for small 

ComEd customers to the 2.6 centsikWh these customers pay under the PPO (25 kW to 

100 kW customer class beginning January I ,  2003). The resulting 3.5 centskwh is much 

closer to the so-called retail generation rate of the other cities. 

Another significant difference is that the other utilities unbundled their bundled 

rates while ComEd created a distinct set of new open access tariffs. Again, an apples to 

oranges comparison is being made. ComEd is very proud of the fact that it has much 

lower bundled rates than many of the other cities in the comparison, on which those retail 

generation rates are computed. Thus, if one begins with lower bundled rates than other 

cities, one should not be surprised to find a lower so-called retail generation rate. Also, 

the method in which each state handles transition charges will affect the comparisons. 

For example, some utilities collect transition charges over a longer time period than 

ComEd. Lastly, the RPI does not match with reality. ComEd’s service area represents 

one-sixth of the switching activity in the U.S. This contradicts Mr. Sharfman’s analysis. 
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mils) so that, in his opinion, RESs can have an adequate opportunity to beat the PPO and 

ensure what he characterizes as a “vibrant competitive market.” However, Mr. Turner’s 

recommendation is based solely on his subjective evahation. He does not support his 

request for an additional adder with any specific analysis, either of RE%’ costs or of the 

value of the fieed-up power and energy. He offers absolutely no justification for this 

value, nor does he provide any study, analysis or report upon which his assertion is based. 

Nor did Trizec respond to our data request until less than 48 hours before this testimony 

was due to be filed. Therefore, I have not had a chance to analyze their responses. 

Mr. Turner appears to supporI ComEd’s proposal to provide a multi-year CTC 

lock-in. However, he states that ComEd should expand and modify its proposed multi- 

year CTC. Mr. Turner acknowledges the value that ComEd’s proposal offers customers 

by permitting them to lock in their CTC for a period longer than one year. But, he claims 

that the 500 MW cap proposed by ComEd in its experimental Rider CTC-MY is too low. 

He also suggests that ComEd should offer a CTC lock-in extending through the end of 

the transition period. His testimony also includes a vague reference to some sort of 

additional adder to the MVEC that would apply to customers that select a multi-year CTC 

lock-in. However, he offers no specific recommendation other than his view that this 

additional adder should be “progressive” and larger for customers that elect to lock-in 

CTCs for a longer period of time. As with his discussion of an annual adder, he offers no 

details, nor does he support this suggestion with any analysis or study. 

Q. Please respond to the testimony fded by the Illinois Energy Consortium (1EC). 
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The Illinois Energy Consortium (“IEC”) submitted testimony of Dr. David Grace. Dr. 

Grace asserts that the most recent ComEd MVECs were much lower than the prices to 

retail customers for products of which IEC is aware. He argues that MVECs do not 

reflect ‘‘retail margin adjustments,” apparently referring to the costs of RESs to provide 

and market product and the “margin” or profit that they add in so doing. To correct this 

perceived problem, he recommends that a factor of 7 mil&Wh be added to the MVEC 

when calculating CTCs. However, he neither provides any empirical data, analysis, 

studies or reports to support his assertions nor does he assert that such an adder will 

necessarily result in a 7 mil savings for customers. Dr. Grace also recommends that 

MVECs be adjusted for costs that he claims the utility “avoids” by not providing load 

following services, marketing, and customer service. He also recommends an adjustment 

related to the ‘shike price’ of not having to provide a PPO option to customers served by 

RESs. On its face the IEC proposed 7-mil adder is just as arbitrary as the RES 

Coalition’s proposed 8 mil adder. Once again, these recommendations are made without 

any analytical support and ignore adjustments already made in calculating the MVECs. 

Dr. Grace provides no explanation as to why they are consistent with the definition of 

market value from the Act. 

It is unclear what the point of IEC witness Grace’s comments are regarding the 

addition to MvECs of costs ComEd allegedly avoids, when the basis given for the 7-mil 

adder IEC proposes was the bids it received for service. He offers no quantification of 

the costs avoided and an extremely low-level of guidance and detail regarding the exact 

costs he claims ComEd avoids. Moreover, he appears to confuse the cdd lot issue, which 

was raised by the RES Coalition and addressed by Mr. McNeil, with the concept for 
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avoided costs. Furthermore, the types of costs he claims are avoided by ComEd are not, 

in fact, avoided. ComEd remains the POLR service provider and, as the delivery services 

provider, continues to incur costs associated with administration of services, enrollment, 

and the marketing of such services. 

111. 

CONTRASTS BETWEEN UTILITIES’ 
,MOTIVES TO GET THE MARKET VALUE CORRECT 

AND THE RES COALITION’S MOTIVES TO 
USE MARKET VALUE FOR THEIR OWN PROFITS 

Q. The Gale panel claims (at 19) that ComEd has the incentive to propose an MVI 

methodology that understates true market value. Please respond to this claim. 

Contrary to the RES Coalition’s claim, CornEd’s clear incentive and intention, which it 

shares with customers, is to determine market value as accurately as possible. Of course, 

ComEd wants the price set correctly because doing so helps the transition occur as 

intended. But, setting this price correctly is also in ComEd‘s own economic interest. If 

the market value is set too high, ComEd loses CTC revenues; if it is set too low, the 

Company ends up selling power and energy under its Rider PPO at below-market prices. 

Either way, not setting the price correctly harms ComEd. In addition, as Mr. McNeil 

explained in his direct testimony (at lo), getting the price right reduces the ability of 

RESs to use Rider PPO for gaming. Thus, for multiple economic reasons, ComEd has a 

strong incentive to get the price right. 

A. 
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How have ComEd’s past actions confirmed this incentive and intention to set the 

market value accurately? 

ComEd has consistently sought improvements in the procedures used to establish the 

market values used in the CTC and PPO rates. It was ComEd that proposed that the MVI 

methodology replace the NFF process back in 2000. As I discussed in my direct 

testimony, the NFF process was flawed in many respects, including its inability to reflect 

current market prices, its inability to adjust for seasonal and pealdoff-peak differences in 

prices, its lack of transparency to market participants, and its costliness. ComEd, among 

others, recognized that these flaws were resulting in poor price signals, and therefore 

proposed the current MVI methodology to set that value more accurately. The adoption 

of that methodology has produced a number of improvements, including use of current, 

forward-looking market prices (with appropriate basis adjustments), customer load- 

shaping over different periods of time, accounting for price and load uncertainty and 

greater market transparency. The Commission accepted this MVI methodology, 

concluding that it measured the appropriate market value as well as then possible. 

In addition to producing more accuracy, this methodology has resulted in greater 

market values than those resulting fiom the NFF process. This point is particularly 

significant because if ComEd were interested in keeping the market value low, it surely 

would not have proposed moving to an MVI methodology that was going to raise that 

value. 

Has ComEd continued to work to set market value accurately in this proceeding? 
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A. Yes, it has. In this docket, ComEd is once again attempting to set the market value as 

accurately as possible. Now with the benefits of better data and more experience, the 

Company is proposing a number of technical and structural refinements for its MVI 

methodology. As I noted in my direct testimony, the technical refinements should 

produce higher market values. Again, ComEd would not be making these proposals if it 

wanted to understate market values. 

The Company has worked for accuracy in other ways, too. For example, prior to 

making its current filing, ComEd attended and participated in multiple workshops 

sponsored by Staff to discuss various proposals to refine its MVI methodology. Those 

discussions played a role in the development of the tariffs being considered in this 

docket. Moreover, as the next section of my rebuttal testimony makes clear, the 

Company is willing to accept, or at least to consider or discuss, certain adjustments 

proposed by other parties. Once again, if ComEd did not want to set the market value as 

accurately as possible, it surely would not have been making all of these efforts to 

consider and, where appropriate, make additional refinements. 

Throughout this process, ComEd, along with Staff and others, all recognized that 

the MVI could improve over time, as more data became available and market participants 

gained experience. That is precisely what has occurred here: ComEd has filed tariffs 

proposing various technical and structural revisions in an effort to improve the 

methodology. For example, one of ComEd’s proposed refinements is to use off-peak 

forwards instead of historical values. ComEd had agreed two years ago that off-peak 

forward data were preferred to historical information, but insufficient off-peak forward 

data were available at that time. Markets have matured and the data now exist. 
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In addition, ComEd has voluntarily proposed various changes as part of its current 

tiling that should that enhance market development. One such proposal is to calculate 

customer-specific CTCs for any customer with more than one megawatt of demand. 

Although ComEd is not required to calculate such individual CTCs for any customer 

below three megawatts of demand, this proposal would affect approximately 1,400 

additional customers. ComEd also is proposing an experimental tariff, Rider CTC-MY, 

which would permit eligible customers and competitive suppliers to lock-in CTCs for a 

two-year period. Even though such multi-year CTCs are by no means mandatory, they 

would benefit such market participants by expanding their ability to obtain price 

certainty. 

The Gale panel argues (at 13) that “it is critical that the market value reflects the 

true cost of serving retail customers.” Does this mean that the RESs share ComEd’s 

incentive and intention to set the market value correctly? 

No, it does not. In sharp contrast to ComEd and the other utilities, these profit-driven but 

unregulated enterprises have a strong incentive to inflate market value artificially and 

inappropriately - in fact, as high as possible without zeroing out CTCs. Such improper 

inflation reduces the CTC paid to utilities and makes the PPO less attractive. Both of 

these effects tend to increase customer switching to RESs, which, in turn, are able to raise 

their own prices artificially because of the artificially raised PPO, in essence transferring 

the CTCs to themselves. The RESs have consistently acted in keeping with their 

incentive to inflate market value artificially in the last proceeding and in this one. 
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In fact, a number of their proposals to inflate the market value were raised, fully 

considered, and rejected in the last MVI docket. 

What are examples of issues already resolved in the previous MVI docket? 

The following issues were addressed and resolved in the last MVI order: 

(1) Whether ComEd shall use data from the Into ComEd exchange or the Into 

Cinergy exchange. The Order proposed that ComEd shall use data from the Into Cinergy 

exchange and also use the ICE trading platform as an additional source for on-peak data. 

(2) Whether ComEd’s proposal to recalculate market values and transition charges 

twice per year in conjunction with Applicable Period A and Applicable Period B 

information filings was appropriate. The Commission found that the proposal was 

reasonable and approved it. 

(3) Whether the market value is intended to reflect the wholesale or retail market 

value. The Commission found that the market values contemplated by the Act are retail 

marketvalues 

(4) 

MVI proposals: 

and &,. iWV\ n.,e.cb &A & . ~ ~ h k * ~ ~ a  + 
Whether the following adjustments or adders should be included in the utilities’ 

O o t i ~ ~ l i t v  for Peak Prices 

The optionalily adjustment was intended to reflect the risk associated with serving 

The Commission found that the record did not support a finding uncertain loads. 

requiring utilities to implement an optionality adjustment at the time. 

Outionalitv for Off-peak Prices 
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In the last proceeding, the intervenors suggested that the utilities include an adder 

to account for load uncertainty in their load shapingiprice shaping adjustment for off- 

peak prices. The Commission found that this was the same issue as that brought up under 

Optionality for Peak Prices and should not be implemented for the same reasons. 

Enerw Imbalance Costs 

Energy imbalance costs are the charges a supplier incurs when the amount of 

energy consumed by a customer does not match the amount scheduled for that customer. 

The Commission found that the adjustments relating to energy imbalances is a delivery 

services issue, not a market value issue and should not be adopted. 

Plannine Reserve Reauirements 

It was proposed in the last MVI proceeding that the utilities increase market 

values used in their proposals to reflect the cost associated with obtaining necessary 

planning reserves to supply firm retail load. Because ComEd does not require planning 

reserves, this adder did not apply to C o d .  

Cauacitv Backed Costs 

Another proposed adjustment in the last proceeding was an adjustment to the data 

to reflect not only the cost of energy but also the cost of acquiring capacity to serve fm 

retail load. This proposed adjustment did not apply to ComEd because ComEd already 

accepts financially f m  agreements. 

Power Portion of Costs Associated With Acauirine Off-peak Power 

This adjustment related to the cost of acquiring off-peak retail load requirements. 

The Commission found that there was neither an adequate basis for an off-peak 

adjustment nor an acceptable methodology to implement an off-peak adjustment. 
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Accordingly, the Commission found that such an adjustment was not appropriate at the 

time. 

Do you agree with the history of market value proceedings that StafT witness 

Zuraski provides (at 13-16)? 

In general, I agree with it. I would add, among other things, the Commission, Staff, the 

utilities, and many other interested groups have expended substantial time and resources 

on these proceedings. ComEd, Illinois Power, and Ameren have each proposed market 

value indices that have borne the full scrutiny of the Commission, Staff, and the other 

parties. Thousands of pages of testimony, days of hearings, and a multitude of briefs 

have been considered by the Commission in developing and approving the current MVIs. 

ComEd has nothing to gain kom distorting the MVI downward during the transition 

period. As noted by Mr. Zuraski’s testimony @age 9) the average customer’s savings 

under the PPO are independent of market value prices. In other words, switching (and 

presumably customer savings) will occur even if the market value were artificially low. 

IV. 

ADJUSTMENTS PROPOSED BY OTHER PARTIES 
THAT COMED IS WILLING TO ACCEPT OR 

TO CONSIDER OR DISCUSS 

Are there adjustments proposed by other parties in this proceeding tbat ComEd is 

willing to accept? 

Yes. ComEd is willing to accept the following adjustments proposed by other parties in 

this proceeding: 
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(1) 

proposes to modify the price shaping methodology by replacing zero and negative PJM 

hourly prices with the midpoint of (a) the fmt prior positive hourly price and (b) the next 

subsequent positive hourly price, on either side of the negative or zero price(s), rather 

than with the average of all the positive off-peak PJM prices in the month, as proposed by 

ComEd. ComEd believes Mr. Zuraski’s proposal is another reasonable approach, and 

would be willing to accept Mr. Zuraski’s proposal if the Commission believes that such 

proposal is preferable to CornEd’s. 

(2) 

that if ComEd incurs option costs relating to offering the PPO, it would be appropriate for 

ComEd to include those costs in the PPO administrative fee. Such option costs are not 

part of the market value of ked-up energy and power, but are tied to CornEd’s Provider 

of Last Resort (“POLY) obligation. As is explained by MI. McNeil, these costs are 

currently embedded in CornEd‘s PPA and should be allocated to the administrative fee to 

provide customers with better price signals. A proxy for estimating these option costs is 

described in Mr. McNeil’s rebuttal testimony. 

Staff Modification of the Price Shauine Methodology. Staff witness Zuraski 

Adders to the PPO administrative fee. Staffwitness SchIaf correctly recognizes 

Are there other adjustments proposed by other parties in this proceeding that 

ComEd is willing to consider or discuss? 

Yes. CornEd is willing to consider or discuss the following adjustments: 

(1) Adiustments to Rider CTC-MY. USDOE witness Swan and others have 

suggested extending Rider CTC-MY through the May 2006 billing period and removing 

any limits on the total load allowed under the Rider. It should be noted that ComEd is 
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not required to offer a longer-tern CTC, but is doing so in response to requests from 

others. In addition, it should be noted that a longer-term CTC exposes ComEd and 

customers to some risk, given shifts in market prices. (I note that the RES Coalition 

panel of Bollinger, Goerss and Spilky argues that ComEd incurs no risk by offering a 

longer-term CTC, but then contradicts itself by arguing that RESs cannot lock in their 

load a few months in advance because to do so would be risky.) Further, expanding 

Rider CTC-MY beyond two years would expose ComEd and customers to greater risk 

because data might not be available for off-peak transactions more than two years in 

advance. In light of these points, ComEd is not willing to make Rider CTC-MY 

available for either an unlimited amount of total load or an unlimited amount of time. 

Nonetheless, ComEd would be willing to discuss these issues with other interested parties 

to determine whether some mutually agreeable adjustments are available. 

(2) 

for Applicable Period A, and Staff witness Schlafobjects to customers having to sign up 

for Rider PPO service by March 3 la as a result of moving up the snapshot period. 

ComEd proposed moving up the snapshot period in response to comments it received 

from other parties to this proceeding. The March 3 1” deadline provides all customers the 

same full two-month period from when Applicable Period A MVECs and CTCs are filed 

to decide whether to elect PPO service. USDOE witness Swan recognizes this benefit of 

moving up the snapshot window. However, ComEd would be willing to keep the 

existing snapshot period for Applicable Period A. In either case, it is important to 

maintain an enrollment window to limit gaming, and allow ComEd and its supplier to 

better manage the risks associated with the PPO option. 

Snaushot Period. Several parties object to moving up the existing snapshot period 
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V. 

OTHER PROPOSALS 
THAT SHOULD BE REJECTED 

BOMA’s witness Sbarfman proposes that PPO Period B should be open to anyone 

that is eligible to take service under PPO Period A. Do you agree with this 

proposal? 

No, Mr. Sharfinan misunderstands Applicable Period B. Period B provides customers on 

bundled rates with a fmt-time “on-ramp” to delivery services. Applicable Period B only 

applies to customers who leave bundled rates and elect to take delivery services between 

the months of September and May. MVECs calculated for Applicable Period A cover a 

twelve-month period, including four summer months, MVECs calculated for Applicable 

Period B only cover a nine-month period from September to May. Therefore, Applicable 

Period B prices are naturally lower than Applicable Period A prices because Applicable 

Period B includes one summer month as compared to Applicable Period A which 

contains four summer months. As a result, transition charges for Applicable Period B are 

higher than those for Applicable Period A and PPO prices are lower. A customer that is 

on delivery services when the Period A MVECs are set pays a CTC based on the Period 

A MVECs. A customer that starts delivery services during Period B pays a CTC based 

on the Period B MVECs, but only until the next Period A MVEC is set. ARer that time 

the customer pays CTCs based on the Period A MVEC. Under the Act, PPO prices are 

based on the MVEC used in the customer’s CTC. Customers with Period A CTCs have 
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never been eligible for the Period B PPO prices. 

recognized, this approach is the right one and sends customers the right price signals. 

As the Commission previously 

Ouarterlv SnaDshots 

Q. The Spilky panel proposes (at 53-54) that MVEC snapshots be taken on a quarterly 

basis. Would this proposal have any demonstrable effect on customer switching? 

No, it would not. To hedge effectively the risk of the market’s moving against the 

MVECs after the market price snapshots have been taken, RESs could purchase supplies 

during the snapshot period to some extent, as Mr. McNeil noted in his direct testimony. 

Yet the RES Coalition’s Spiky panel states (at 48) that “[plrudent portfolio management 

will prevent a retail marketer from taking a long position during the snapshot period in 

anticipation of signing-up uncertain retail load.” Given this view on procurement during 

the snapshot perid, it is unclear whether more frequent MVEC snapshots would have 

any value. Indeed, whether the snapshots are taken twice per year or four times per year, 

the members of the RES Coalition apparently are not inclined to purchase power during 

the snapshot period. Again, this is presumably due to the existence of the PPO, which 

serves as a free hedge against shifts in market prices after MVEC snapshots are taken. 

The PPO allows RESs to wait for market prices to rise significantly above MVEC levels 

and dump their customers onto the PPO when it does. While this approach may not be 

irrational fiom the RESs’ perspective, it is not beneficial to long-term market 

A. 

928 development. 

929 

Docket 02-0671 Page 41 of 46 ComEd Ex. - 



930 Q. 

93 1 

932 A. 

933 

934 

935 

936 

937 

938 

939 Q. 

940 in assessing their options? 

941 A. 

942 

943 

944 development. 

945 

946 CTC Calculation 

947 Q. 

948 

949 

950 

95 1 

Would quarterly snapshots necessarily mean that MVECs would be closer to 

prevailing market prices at any given time than MVECs are now? 

No, they would not. Significant changes in market prices can occur and have occurred 

over periods shorter than 90 days, as evidenced by Chart 1 in the Gale panel testimony. 

Thus, updating MVECs quarterly will not guarantee that the MvECs at any given point 

during a 90-day window are more in line with prevailing market prices than MVECs are 

now. As a result, there is no guarantee that quarterly snapshots would affect customer 

switching for this reason either. 

Would moving to quarterly MVECs create any confusion on the part of customers 

Yes, I believe it would. After nearly three years, customers in the CornEd service 

territory are just becoming accustomed to biannual snapshots and to change it now, with 

no apparent value, would create pointless confusion and likely frustrate market 

The RES Coalition's Spilky panel proposes that ComEd (1) calculate individual 

CTCs for customers 400kW and greater; (2) allow customers to aggregate load to 

meet the class size requirement for an individual CTC; and (3) make all custom 

CTCs readily available on PowerPath without any form of password protection. Do 

you agree with these proposals? 
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No, I disagree with all three proposals. First, as I stated in my direct testunony in this 

proceeding, ComEd is not required to calculate individual CTCs for customers with less 

than 3 MW of load. ComEd voluntarily offered to calculate individual CTCs for 

customers 1 MW and above. ComEd would incur significant administrative costs if it 

were to calculate individual CTCs for customers below 1 MW as illustrated in ComEd’s 

Response to former Commissioner Kretschmer’s Data Request in Docket No. 02-0479, 

attached hereto as Attachment PRC-R1. 

Second, allowing customers to aggregate load to meet the class size requirement 

for individual CTCs would result in significant administrative costs to ComEd. ComEd 

would have to monitor thousands of customers, identify the sites that are related to them, 

monitor the ownership of such sites, and finally, detennine whether such sites qualify for 

load aggregation. In addition, this proposal would allow customers to choose between a 

class CTC or an individual CTC depending upon which was more advantageous. This 

type of “gaming” is not appropriate and is unfair to the utility. 

Finally, individual CTCs are customer specific. Therefore, ComEd is not allowed 

to disclose this information. Under Section 16-122 of the Act, “no customer specific 

billing, usage or load shape data shall be provided [to any alternative retail electric 

supplier] . . .unless authorization to provide such information is provided by the 

customer. . ..” In the event that a customer authorizes a RES to receive such information, 

Section 16-122 permits ComEd to charge a reasonable fee for providing such 

information. 
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PROPOSALS FOR RESCISSION OF OTHER ORDERS AND/OR 
RETURN TO THE NFF 

Q. The Gale panel suggests (at 30) that if ComEd does not revise its M V I  methodology 

as they suggest, the Commission treat ComEd’s exercise of its statutory right as 

grounds for rescinding its Interim Order in Docket 02-0479. Do you agree? 

No, I do not. Above all, ComEd does not expect the premise of the suggestion - that the 

Commission will propose unacceptable revisions to the Company’s MVI methodology - 

to materialize. Rather, the Company is confident that the Commission will exercise the 

same wisdom as it has in the past and reject such revisions. In addition, the schedule in 

this proceeding calls for a Commission decision before April 1,2003, or prior to the 

beginning of the next Applicable Period A. The Company is confident that the 

Commission will recognize the RES Coalition’s irresponsible suggestion as extremely 

premature. The Commission should thoughtfully monitor market conditions and gather 

evidence before making any rash decision to rescind its recent Order. 

A. 

Should, however, the Commission approve revisions that, on balance, are 

unacceptable to ComEd, any decision not to accept such revisions would prove nothing 

about the competitiveness of the market at issue in Docket 02-0479 (the market for large 

customers, who have three megawatts or more of demand). Nor would any such decision 

change ComEd‘s or Exelon’s commitments to competitive markets or their long list of 

pro-competitive acts - a  list unparalleled in the state. Moreover, whether on Rider PPO 

or RES supply, the customers at issue in Docket 02-0479 still would not depend upon 

Rate 6L, regardless of whether an MVI or NFF process is used. Again, the Commission 

must give the market time to make decisions and evaluate the results of those thoughtful 
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decisions made by customers and other market dynamics before jumping to any 

conclusions about its decision with regard to ComEd’s customers of three megawatts and 

greater. 

Lastly, it is curious that on the one hand, the RES Coalition expresses support for 

a return to the NFF process, presumably because they believe it would somehow improve 

customer switching, yet on the other hand implies (Gale panel at 3 1) that such a return 

would somehow increase reliance on Rate 6L. 

The Gale panel also suggests (at 11) returning to the NFF process if its proposals are 

not accepted. Please comment. 

As I explained in my direct testimony, the NFF process was flawed and inferior to the 

MVI methodology in several respects, including the results that it produced for 

customers. If there were a return to the NFF process, a number of problems (e.g., with 

seasonality) would reappear, and it is unlikely that there would be a multi-year CTC 

option offered. It would be a shame to return to the NFF process when the whole purpose 

for switching to the MVI methodology was to avoid problems resulting from the NFF 

process. All the same, CornEd would rather return to the NFF process than provide 

subsidies and suffer from grossly inflated MVECs. In addition, other parties should 

recognize that returning to the NFF process is unlikely to result in an MVEC as high as 

what they are currently seeking in this proceeding. 

Are the flaws in the NFF process also inherent in the RES Coalition’s NFF-analysis? 
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A. Yes. First, many RESs place a flat price on power and energy throughout the year for 

summer peak, summer off-peak, non-summer peak and non-summer off-peak periods. 

This results in an NFF value that is too high in the non-summer months and too low in 

the summer months. Therefore, RESs would have an incentive to sign-up customers 

during the non-summer months when PPO prices and CTC credits are higher than market 

prices and place the customers hack on the PPO during the summer months when the 

PPO prices and CTC credits are lower than market prices. This process of “gaming” 

unfairly harms the utility and is not true competition. Second, the NFF process looks at 

historical prices rather than forward prices. The RES Coalition’s Bohorquez panel, 

properly recognized that forward prices are more appropriate than historical prices in 

determining the market value. Third, the NFF process lacks transparency, an attribute 

that RESs have recognized is a benefit of the MVI process. Finally, the NFF process is 

extremely costly for the Commission, utilities and customers. All of these are flaws in 

the NFF process that are also inherent in the RES Coalition’s NFF-analysis. 

Q. 

A. Yes. 

Does this conclude your rebuttal testimony? 
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Attachment PRC-Rl 
- ~. 

adjusted to reflect the &ffamce between the value of a wholesale block product and the 
value of thc M u p  elcctncity a9mciatcd with rhe customer’s marl laad shapc. Tbese 
include adJUSWJCnU fW the fOU0- 

ComEd Hub While the Midwgtem wholeslle market is centered 011 thc ‘UIW 
C k g y ’  hub, the MVEC methodology adjUs0 for the fht that thc RutomcI load 
1s scrved In ComEd’s Savlce tmiloly. 
Lold Shape: While w h o l d e  tndas quote @ea to deliver the sanw numbs of 
megpwatrrrrou a long p o d ,  the MVECm*hodolOgy adjum forthe hct thar 
costoma l a d s  haver ‘shape’ fmm month to montk dry m day, md bourto hour. 

1 

I 

1ordrarCunCcnaie 
Energy Lou: While w h o l d e  ~onmcu am d e l i v d  to a high-volmgc bush, 
theMVEChCtWp- the rdditionrl wat of dclivping power to the meter. 





Altachmtnt PRC-Rl 

a Cwfomen m e n d ~  on h e  6L and contimring on Rate 6L for 3 years@m June 
2003 until thr end of Mzy 2006. 

b. Customers not on Rate 6L (u of June 2003, cutome?~ chonsing to &con~imu 
servicc unakr Rate 6L su6scquenf to Jme 2lW3, md m v  a m m e n  no1 e&i%k IO 
rake scwice undcr Rate 6L. 

c. Cnvfomers cwrcn~b on Rate 6L that switch to Rate RCDS 

a! Cwfomem cwwnfly on Rate 6L tha~ switch 10 PPO Semiat 

e. Cwmmcrs nmBIcly bchgswrdby a RE$ w h  (PL dioppcd by the RES and 
tah service undcr lntcrbn Supply srrvicc. 

f. Cwtmners mot eligibkjbr Rate 6L who take ssvica undw Rate HEP. 



Attachment PRC-R1 

and the fsct that the customr can take service under the t a M  for a period of not 
more than three monthly b i l l i i  periods. nus, ComEd cannot provide the 
qwsted atiuute. 

f kc aoted in the PMCI testimony of Paul Clurmiae and DeMic Kelter, "A 
cuesomu's coats UDdet Rate HEP my be higher, or they m y  be lower, thau its 
c a m  to naive  service uudcr Rate 6L. Bcauw Rate HEP is spot mrket-based, 
it is impassible to predict with carrinty." the last year a Rate 6L 
customu could hvc  paid less urdcr Rslc HEP t h  it paid cmda 6L. 
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A T T A ~ H M E N T  M COMED RESPONSE FOR R E o U m  5 OF THE DATA REQUEST SUBMITTED BY COMMISSIONER ._._..-...- - .~ ~ 

KRETSCHMER - COST ESTIMATES ASSOCIATED WITH IMPLEMEN~NO CUSTOMER SPECIFIC CTC~ ASSUMING 
SUFFICIENT DATA FOR THE CUSTOMER CLASSES. 

(a) l,OOOto3,ooO kW c k @ )  800 kW to I,ooO kW clsumd(c)4OOkW to 800 kW c h .  

I I I s5.m 
I - T~ahingofcanedEmpbyar 

I I 



A'ITACHMENT TO COMED RESPONSE FOR REQUEST 5 OF THE DATA REQUEST SUBMImED BY COMh4lSSIONER 

SUFFICIENT DATA FOR THE CUSTOMER CLASSES: 
(A) 1.W to3,WO kW elus @) 800 kW to I.OO0 kW c h  ud (c)4W kW to 800 kW c h .  

KRETSCHMER -COST ESTIMATES ASSOCIATED WITH IMPLeMENlWO CUSTOMER SPECIFIC Cl'& ASSUMING 

COST SUMMARY 

v ,  $6- --- ' 01 




